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LUXEMBOURG 


Introduction and Summary 


Luxembourg is known, justifiably, as the "Green Heart of 
Europe," but the Grand Duchy is much more than a tourist 
mecca. Luxembourg boasts an open economy, a large steel- 
making industry, a major international banking center, 
growing diversification into other manufacturing and 
service industries, a skilled work force and political 
stability. Over 80 percent of Luxembourg's GDP is foreign 
trade related. After many years of near continuous growth, 
Luxembourgers enjoy one of the highest standards of living 
in the European Community. 


In 1978 the Luxembourg economy grew at a healthy 3.2 per- 
cent, compared to 1977's below average performance of 1.4 
percent. The 1977 inflation rate of 6.7 percent was reduced 
to 3.3 percent in 1978. For 1979, Luxembourg probably will 
follow other industrialized economies in the anticipated 
worldwide economic slowdown. Luxembourg economic planners 
expect real GDP to increase in 1979 by 2-3 percent and 
believe the 1979 inflation rate will rise to 4.4 percent. 


Luxembourg's steel industry, which is synonymous with the 
ARBED Group, remains the cornerstone of the economy, although 
it was hard hit by the industry's overcapacity crisis in the 
mid-1970s. By reducing its work force, retiring obsolescent 
plants and increasing new investment, ARBED cut its 1978 
losses to $64 million compared to $150 million in 1977. 
ARBED, the Luxembourg Government and steel workers also 

have agreed on a five-year investment and employment plan 

to modernize Luxembourg's steel industry fully by 1983. 


Luxembourg continues to flourish as an international banking 
center. There were 107 banks here by August 1979 with total 
balances of over $90 billion. Luxembourg banks account for 
about 25 percent of all Euromarket activity. 


The agricultural sector in Luxembourg remains stable, record- 
ing 2 percent real growth in 1978. Dairy farming and wine 
are the sector's two main industries. 


Luxembourg continues to be one of the world's more stable 
societies. The 1979 elections saw a moderate center-right 
coalition win a five-year term of office and replace a 





moderate center-left coalition. All major political 
parties are committed to the European Community and to 
NATO. Organized labor continues its active tradition 
of working with management rather than using strikes. 
Foreign labor, mostly from Italy and Portugal, make up 
34 percent of the work force. Unemployment remains low 
at one percent. 


The non-steel manufacturing sector showed no real growth 
in 1978. 1979 has seen so far several pluses with new 
investments by several U.S. firms including Goodyear, 
General Motors, Catalytic Recovery and one major setback 
with the closure of Monsanto's synthetic fiber plant. 


Although Luxembourg is prosperous and per capita imports 
are high, the small size of the country precludes many 
U.S. firms from targeting Luxembourg as a market for U.S. 
made products. A marketing strategy, which includes the 
lucrative Luxembourg market within a Benelux framework 
would be in many cases more cost effective. An exception 
to this strategy is sales of raw materials and machinery 
to the iron and steel industry. Luxembourg welcomes 
foreign investment. The Government offers individually 
tailored investment incentives sometimes including land, 
infrastructure, financing and tax rebates. 


Luxembourg's Foreign Trade 


An active proponent of liberal foreign trade, Luxembourg's 
major industries are 95 percent export-oriented. Luxembourg 
is also a major importer with imports accounting for 78 
percent of total Luxembourg consumption in 1978. 


The Luxembourg trade account has run small but growing 
deficits since 1974 because of the fall-off of its steel 
exports and increasing domestic demand of imported consumer 
goods. Although the Government expects import demand to 
remain strong, it also hopes that revitalized steel exports 
will reverse or at least stabilize the trade deficit. 


Luxembourg's commitment to foreign trade, the small size of 
the economy and the country's central position in the Euro- 
pean Community has led to the economy's close integration 
with other EC economies, especially Belgium's. Luxembourg 
belongs to the Belgium-Luxembourg Union which provides for 
a common currency and monetary policy. Luxembourg is also 
a major supporter of European economic union. The presence 
of several Common Market institutions here demonstrates 
Luxembourg's commitment to a united Europe. 





West Germany, Belgium and France account for the lion's 
share of Luxembourg trade. West Germany, Luxembourg's 
biggest trading partner, supplies 36 percent of Luxem- 
bourg's imports and takes 27 percent of her exports; 
Belgium, 34 percent of imports and 19 percent of exports; 
France, 14 percent of imports and 16 percent of exports. 
The European Community, as a whole, supplies 93 percent 
of Luxembourg's imports and buys over 76 percent of her 
exports. 


By comparison, the United States in 1978 supplied about 

3 percent of Luxembourg's imports ($79 million) and 
received 3.7 percent of her exports ($88 million). 
Historically, U.S. exports to Luxembourg have been in the 
2-3 percent range. Luxembourg exports to the U.S. dropped 
in 1978 from 1977's $96.3 million (5.2 percent of total 
exports), largely because of a drop in U.S. steel imports. 
However, Luxembourg steel exports to the U.S. were higher 
in the first half of 1979 compared to the first half of 
1978. 


Iron and Steel 


The Luxembourg iron and steel industry, which is now 100 
percent controlled by the ARBED Group, remains the backbone 

of the Luxembourg economy despite its poor or mediocre per- 
formance from 1974-78. The ARBED Group employed an average 

of 18,500 people in 1978 or 12.2 percent of Luxembourg's 

work force and had a turnover of nearly 40 billion Luxembourg 
Francs or 37 percent of total GDP. Fortunately, 1978 can be 
viewed as the year when the ARBED Group turned the corner. 
Post-depreciation losses were cut from $150.1 million in 

1977 to $64 million; production increased from 10.2 to 12.0 
million tons and productivity increased by 8.5 percent. The 
most important challenge facing the ARBED Group is to 

complete the restructuring plan for the country's steel 
industry by 1983 which includes replacing many of Luxembourg's 
aging steel mills, shifting production over to more sophisti- 
cated mix of steel products (6 million tons of crude steel and 
6 million tons of laminated steel) and trimming the work force 
down to 16,500 by 1983. The ARBED Group is funding $350 
million out of the total $800 million modernization cost from 
its own resources. Under the terms of the national steel 
tripartite plan negotiated in March 1979 by ARBED, the 
Luxembourg Government and a major labor union, the Luxembourg 
Government will lend ARBED $106 million and guarantee Euro- 
pean coal and steel community loans of $334 million, which 
fund the balance of thé $800 million modernization program. 





Current Economic Situation and Non-Steel Production 


A gross domestic product of $3.4 billion and a per capita 
income of $9,500 make Luxembourg one of the European Com- 
munity's most prosperous members. However, although the 
economy is dynamic, the small size of Luxembourg makes it 
dependent on the economic health of its major trading 
partners, especially Germany. The influence of bigger 
European countries is particularly pronounced on the 
Luxembourg inflation rate which was only 3.3 percent in 
1978 but is expected to average 4.4 percent for all of 

1979 and rise to 5.3 percent in the month of December 1979. 
The real rate of growth of Luxembourg's GDP is also 
dependent on largely external factors, and thus the antici- 
pated worldwide slowdown in real growth should lower Luxem- 
bourg's real economic growth rate from 3.2 percent in 1978 
to 2-3 percent in 1979. 


Luxembourg's most important industry, after steelmaking, is 
international banking. The growth of the banking and 
related financial industry continues to be impressive. 

There are now 107 banks here compared to 94 a year ago. 
Total balances of banks and other savings institutions are 
also up from $78 billion in mid-1978 to over $90 billion 

by mid-1979. Luxembourg-based banks now handle about 25 
percent of total Euromarket lending. German, American, 
Scandinavian, Swiss, French, Belgian, Chinese, Japanese 

and Soviet banks are represented. The Luxembourg inter- 
national banking center is also important to the domestic 
economy by employing over 6,500 workers or about 4.5 percent 
of the work force. In addition, since the 1974-75 steel. 
crisis, the banking sector has become Luxembourg's largest 
taxpayer. Luxembourg is also the home of the European 
Investment Bank, the financial arm of the European Community, 
and of approximately 5,000 holding companies. 


Non-steel related manufacturing had no real growth in 1978 
after increases of 2.1 percent in 1977 and 9.8 percent in 
1976. Although preliminary data for the first five months 
of 1979 show slight progress, the closure of the Monsanto 
synthetic fiber plant in Echternach will probably wipe out 
any gains made in this sector in 1979. 


Agriculture fared somewhat better than manufacturing in 
1978, but agriculture's posted 2 percent growth in real 
terms was not impressive. A 2 percent increase in real 
growth is also forecast for 1979. Still, the sector is 





important to the Luxembourg economy, employing 7,500 
workers and generating 3-4 percent of GDP. Animal 
husbandry (dairy and meat products) accounts for 80 per- 
cent of total agricultural revenue. Luxembourg's fine 
Moselle wines account for the balance of agricultural 
earnings. 


The New Government and the Public Sector 


The Luxembourg national elections of June 15, 1979 resulted 
in a moderate right of center coalition (Conservatives/ 
Liberals) replacing a moderate left of center coalition 
(Socialists/Liberals). The new government is expected to 
continue the play-it-safe approach of its predecessors in 
economic affairs. Total government spending for 1980 is 
planned at $1.5 billion compared to $1.4 for 1979, but the 
$100 million increase in disbursements shouldbe more than 
covered by an anticipated increase in receipts resulting 

in a cut in the overall budgetary deficit from $20 million 
(1979) to $7 million (1980) or about 0.2 percent of GDP. 
The government's top economic priorities are: first, to 
continue assisting the economy's recovery from the 1974-75 
recession by providing loans and grants to Luxembourg 
industry and by offering incentives for new employment- 
generating foreign investment; second, to reduce or 
stabilize the country's unemployment now hovering just 
below one percent; third, try to contain inflation which is 
expected to be 4.4 percent for all of 1979 compared to 3.3 
percent in 1978. 


Outlook for Rest of 1979 and 1980 


The fundamental fact of life governing Luxembourg's foreign 
trade dominated economy is its linkage with the other 
developed Western economies, especially Germany, Belgium 
and to a lesser degree the rest of the European Community. 
The United States is important as a market for Luxembourg 
steel. The anticipated economic slowdown in the European 
Community and recession in the United States has caused 
Luxembourg Government planners to forecast a 2-3 percent 
increase in real growth for 1979 compared to the 3,27 percent 
increase achieved in 1978. GDP forecasters are uncertain 
about 1980, but suggest that real gains will be modest. 


Inflation may well be the Duchy's biggest problem in 1980. 
Only 3.3 percent in 1978, the expected inflation rate for 
1979 is 4.4 percent, and the rate of increase is rising 

to 5.3 percent for the month of December 1979 with a chance 





of further increases. The domestic inflation rate is 
largely determined by external forces. Most consumer 
goods are imported, forcing the price control board to 
permit price increases. As Luxembourg wages are indexed, 
imported inflation triggers wage increases which preclude 
consumer belt tightening. lLuxembourg's lack of an inde- 
pendent monetary authority which makes it dependent on 

the movements of the Belgian franc, also reduces the 
government's freedom of action in fighting inflation. 
Although external forces largely determine the Luxembourg 
inflation, Luxembourg does have some weapons in its arsenal 
to reduce the inflation rate somewhat, including an active 
system of price controls, near balanced budgets for 1979 
and 1980 and a responsible labor force which has not made 
inflation related wage increases an issue. 


Luxembourg's less than 1 percent unemployment rate may 

be the envy of its neighbors, but it does concern Luxembourgers 
who enjoyed zero unemployment before the 1974 recession. 
Several factors will make it difficult to hold the unemployment 
rate at 1 percent in 1980. These include the closing of 
Monsanto's synthetic fiber plant, which caused the dismissal 

of 500 workers; an above average number of university 
graduates; and the steel industry's continuing program to 

trim its own work force. However, the opening of a major 
military warehousing facility and new industries, including 
U.S. firms Catalyst Recovery and Guardian Industries, is 
presently or will absorb many of the unemployed and provide 
new jobs to market workers. 


Implications for the United States and Trade and U.S. 
Investment Opportunities 


Luxembourg's impressive per capita income and high percentage 
of imports to satisfy consumer demand make the Grand Duchy an 
attractive market for U.S. exports, especially consumer goods. 
However, U.S. firms should take into account the small size 

of the country and consider including Luxembourg in a combined 
Belgium-Luxembourg or Belgium-Luxembourg-Netherlands marketing 
strategy. For example, many of Luxembourg's larger retailers 
are, in fact, branches of Belgian companies whose buying head- 
quarters are in Brussels. An exception to this strategy is 
specialized materials and machinery for Luxembourg's iron and 
steel industry. 


Luxembourg has traditionally welcomed foreign investment. 
Following World War II, the Government decided to diversify 

the economy, then based solely on iron and steel and agriculture, 
and offered direct and indirect investment incentives. These 





incentives, plus Luxembourg's central position in the 
European Community, adequate transportation and communi- 
cation facilities, disciplined and well-educated work 
force and political stability, resulted in several U.S. 
firms setting up several small and middle size production 
facilities here in the 1950s and 60s. These included 
multinationals such as Goodyear, Dupont and Monsanto as 
well as other U.S. firms such as Yates Industries and 
Cleveland Crane and Engineering. 


Luxembourg today remains competitive in attracting small/ 
medium export related U.S. firms despite the relatively 
high cost of Luxembourg labor. The Government offers a set 
of incentives tailored to the specific requirements of each 
investment. Some of the incentives granted to the latest 
foreign manufacturers investors were land, buildings, 
utility hook-ups, interest rebates on loans by authorized 
Luxembourg banks, state loan guarantees, capital subsidies 
and tax relief. Some recent U.S. industries to come to 
Luxembourg are General Motors, Catalyst Recovery and 
Guardian Industries. 
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